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Exchange Rate as of Dec. 31, 1983 
Free: U.S. $ = 160.61 Mexican Pesos 
Controlled: U.S. $ = 143.88 Mexican Pesos 


KEY ECONOMIC INDICATORS: MEXICO 


Ttem 1981 1982 #Change 1983 % Change 
National Accounts (Billions of Pesos) ae 


GDP at Current Prices 5,984.4 9,417.1 60.3 N.A, 
GDP at Constant (1970) Prices 908.8 903.8 -0.5 872.21/ 
Per Capita GDP,Current Pesos2/ 82,514.0 128,785.5 56.1 N.A. 
Fixed Capital Formation (1970) 226.4 188.4 -16.8 N.A. 


Industrial Production (1970=100) 

General Industrial Index 223.9 220.0 -1.7 201 .32/ 
Mining (8.1) 4/ 280.4 315.1 10.3 300.63/ 
Manufacturing (20.8) 4/ 211.4 190.7 12.8 190.13/ 
Construction (6.6) 4/ 228.1 202.3 -11.0 195.13/ 
Electric (0.8) 4/ ’ 274.3 309.7 10.6 293.22/ 
Petroleum >/ 341.9 401.8 10.4 399 ,.92/ 


Money, Prices, Population 
Money Supply (Wel; Billions of 

Pesos at End of Period) 612.4 991.5 1,033. 36/ 
Consumer Price Index, End of 

Period (Average 1978=100) 213.1 423.8 766.5 
Producer Price Index, End of 

Period (Average 1980=100) 125.5 197.7 356.3 
Population (thousands mid-yr) 71,192.6 73,4225 74 ,980.5 


Balance of Payments 
Current Account Receipts 30,809. 


Exports i 19,419. 
U.S. Share (percent) 54. 
Crude Oil Exports 13,305. 

Current Acct .Expenditures 43,354. 

Imports 7/ 23,929. 

U.S. Share (percent) 66. 

Balance on Current Account -12,544. 2,684.5 

Balance on Capital Account 21,8659. 6,079.4 

Errors and Omissions -8,372.7 -6,079.4 289.23/ 
International Reserves 8/ 5,035.1 1,832.3 4,537.86/ 
Average Exchange Rate 24.51 57.18 150.18?/ 

(Mex. $/U.S.$1) 120.16L0/ 


17 Mexican Government estimate. 
In pesos, not billions of pesos. 
January-September 1983. Percent charge is from same period in prior year. 
Figures in parentheses refer to sectors' shares of GDP in 1982. 
A subsector of the mining sector; includes the extraction of crude petroleum and 
natural gas and basic petrochemicals. 
September 1983. 
Figures do not include in-bond assembly industry trade. 
Includes gold at the market price, silver, foreign exchange and reserve position in 
the IMF. Reserve change does not equal sum of current account balance, capital 


balance and errors and omissions because of revaluation of certain reserve assets. 
9/ 1983 Average "free" exchange rate 


I0/ 1983 Average "controlled" exchange rate. 
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SOURCE: Bank of Mexico Reports; Annexes to Sixth Report of the President; Embassy 


Estimates; National Population Council of Mexico; Sistema de Cuentas Nacionales de Mexico, 
1980-1982. 





SUMMARY 


Throughout President de la Madrid's first year in office, his 
administration adhered to its program of economic reordering in 
order to reduce the imbalances that led to Mexico's 1982 
economic crisis. This program calls for reduction of infla- 
tion, limits on external borrowing, and control of public 
sector spending. The key objective is to reduce the relative 
and absolute size of the public sector budget deficit. The 
Mexican administration considers that 1983 was a year in which 
structural changes took place to set the stage for recovery in 
the foreseeable future. The Mexican Government estimates the 
Gross Domestic Product (GDP) declined 3.5 percent from 1982 to 
1983. 


A dramatic structural change in 1983 was the adjustment in the 
external sector. In 1983, Mexico had a trade surplus of over 
$13 billion and a current account surplus of around $4 
billion. The reduction in the public sector budget deficit was 
equally impressive, falling from the equivalent of 17.3 percent 
of GDP in 1982 to an estimated 8.5 percent in 1983. Inflation 
from December 1982 to December 1983 was 8l percent compared to 
99 percent for the previous December to December period. 


The economic strategy for 1984 emphasizes the continuation of 
the economic adjustment program while trying to achieve a very 
modest recovery of economic activity. The government hopes to 
reduce the rate of inflation to 40 percent from December 1983 
to December 1984, or to roughly half that of the year-earlier 
period. This is to be accomplished by holding the _ public 
sector budget deficit to the same nominal level as expected 
this year. This would enable the growth of monetary aggregates 
to be held to rates consistent with the inflation objective. 
The government also intends to maintain the multiple exchange 
rate system through 1984 and intends to depreciate the peso at 
the controlled exchange rate of 13 centavos daily as it has 
done throughout 1983, or by 33 percent for the full year of 
1984. The feasibility of achieving the 1984 economic targets 
rests in great part on (1) whether the decline in economic 
activity has ended, (2) whether the growth in those few 
vigorous sectors of the economy can be maintained, and (3) 
whether the government will be able to meet its fiscal targets. 


Mexico has stated its intention to be more receptive to foreign 
direct investment and interpret somewhat more liberally its 
general restriction of foreign ownership to 49 percent. It is 
not yet clear how far this liberalization will extend. Mexican 
imports are likely to increase from 1983 to 1984, but will 
remain well below record levels. Financing for imports appears 
to be reasonably available, but the stagnant level of domestic 
aggregate demand and the requirements for import permits may 
continue to limit import demand. 





RECENT ECONOMIC DEVELOPMENTS 


Mexico Adheres To Its Adjustment Program; 1983 Budget Deficit 
Target To Be Met: President de la Madrid began his term o 
ari ice on December 1, 1982 with what he labeled a new approach 
to overcome Mexico's economic difficulties. He stated his 
ten-point Program for a Reordering of the Economy in his 
inaugural address, elaborated on the program seven months later 
in the National Development Plan and reaffirmed the plan nine 
months later in his “State of the Union" address. 


Program for a Reordering of the Economy 


Reduce the growth in public sector spending. 

Protect employment. 

Continue public works in progress. 

Improve the administration of public sector spending. 


Encourage programs for production and distribution of 
basic foodstuffs. 


Increase public sector income through tax reform and 
higher prices for public sector goods and services. 


Allocate credit judiciously and use effective monetary 
policy in order to control inflation. 


Recover control of the foreign exchange market. 


Restructure the public administration to increase 
efficiency and responsiveness to the economic program. 


Adhere to the doctrine of a mixed economy with the state 
as rector. 


The de la Madrid Administration's "National Development Plan", 
released in May, 1983, reaffirmed the above program and set out 
in general terms economic policies and goals with a longer-term 
perspective. The plan provides a general outline for the full 
six years of the de la Madrid Administration. The plan admits 
to the country's severe economic problems but foresees that the 
program to reorder the economy will lay the basis for sustained 
growth of 5 to 6 percent a year and an annual job creation rate 
of 3.5 to 4 percent during the final four years of the de la 
Madrid sexennial. 
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In his “State of the Union" message in September 1983, 
President de la Madrid once again reaffirmed the economic 
adjustment program and stated that rigorous measures were being 
taken to respond to what he characterized as an unprecedented 
economic emergency. He pinpointed inflation as the most 
important problem facing the Mexican economy and rejected 
indexation as counter-productive. The President noted that 
Mexico had made significant progress in moving out of the 
crisis but that many obstacles remained. He admitted that 
there would not be spectacular results in the short term in the 
anti-inflation efforts, but that what was needed was per- 
severance in a steady, orderly campaign. 


The de la Madrid Administration's broad-based adjustment pro- 
gram as set out in the Inaugural Speech focused on reducing the 
public sector budget deficit relative to the gross domestic 
product and on improving the external accounts. The 1983 
public sector budget called for a reduction in spending in real 
terms and an increase in revenues, again in real terms. Public 
sector investment outlays were running well below the budgeted 
levels, compensating for overspending in other areas. On the 
revenue side, tax revenue was running somewhat below the 
targeted levels, but revenues of Pemex, the oil monopoly and 
largest parastatal organization, were running well ahead of the 
original budget because of reduced spending and the application 
of more efficient management tools. It is fairly certain that 
the objective of reducing the public sector deficit from 17.3 
percent in 1982 to 8.5 percent of estimated 1983 GDP (or 1.5 
trillion pesos) was achieved. 


Activity Declines In Most Sectors Of The Economy: The Mexican 
government estimates at Gross Domestic Product declined by 
3.5 percent in real terms from 1982 to 1983. This reduction 
follows a decline of 0.5 percent in 1982 after four years of 
growth averaging 8 percent. Industrial output began to fall in 
August 1981 and has continued to slide since then. Most other 
sectors of the economy also declined from 1982 to 1983. 
Commercial activity was generally down, with hotels’ and 
restaurants serving foreign tourists an important exception. 
Government and most other services declined. The rural sector 
of the economy is likely to have registered zero or slightly 
positive growth. 


Industrial output declined by 9.5 percent in the first three 
quarters of 1983 compared to the same period in 1982. The 
sharpest reductions over this period were in the construction 
and manufacturing sectors (-16.8 percent and -9.5 percent 
respectively). Within the manufacturing sector the fall in 
output of capital goods and consumer durables has been the most 
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dramatic (see the following table). Output of automobiles, 
structural steel, and cement declined sharply from the first 
three quarters of 1982 to the same period in 1983 (-45.9, 
-25.5, and -12.7 percent respectively). 


MANUFACTURING PRODUCTION BY TYPE OF GOOD 
Percent Change from Jan-Sept, 1982 
to Jan-Sept 1983 


Consumer Goods Intermediate Capital Total 
Durables Non-Durables Goods Goods Manufacturing 


-17.6 -0.5 -8.7 -27.8 -9.5 


Over this same nine-month period, output in the mining sector 
(including the petroleum subsector) declined 2.2 percent. 
Electricity output was up slightly at 0.3 percent. The govern- 
ment hopes that the decline in industrial activity ended by the 
fourth quarter of 1983, but the statistics available as of this 
writing go only through September. 


Petroleum Output Holds Steady But Exports Up 4 Percent: In 
1983 the Mexican oil industry, largely Petroleros Mexicanos 
(Pemex), was affected by both world oil market and Mexican 
domestic economic conditions. The emphasis has been on 
maintaining productive capacity rather than expansion. Still, 
Pemex revenues constitute over 30 percent of total public 
sector revenue, and over a third of total public investment is 
carried out by the petroleum sector. The oil industry accounts 
for about 5 percent of GDP. Mexico is now the world's fourth 
largest producer and exporter of crude oil. Exports in 1983 
were around 1.55 million barrels per day, up 4 percent from 
1982. Mexico has become the number one foreign supplier of oil 
to the U.S. market. Petroleum exports account for about 75 
percent of total merchandise exports. Crude oil production in 


1983 through September averaged 2.7 billion barrels per day, 
the same rate as in 1982. 


Domestic consumption of refined products was off about 14 per- 
cent in 1983 from 1982, reflecting the decline in domestic 
economic activity and price increases for Pemex products. 
Mexico has a policy of moving domestic prices to about 80 per- 
cent of U.S. prices. Domestic prices for regular and unleaded 
gasoline and diesel since the end of 1982 have increased by 200 
percent, 176 percent and 216 percent, respectively. At the 
time of the last price change in October, 1983, the U.S. dollar 
equivalent price at the "free" exchange rate per gallon for 


regular gasoline was $.80, for unleaded $1.08, and $.50 for 
diesel. 
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Both exports and domestic consumption of natural gas are dis- 
appointingly low for Pemex. The supply of gas is running ahead 
of demand and some flaring has been reported. Pemex is 
installing more gas processing equipment but low. storage 
capacity is a bottleneck. Since most gas readily available is 
associated with crude oil, the low demand for gas is a 
restraint to increases in crude production. 


Agricultural Production Will Climb As Drought Ends: During the 
main growing season oO the 982/1983 crop year (generally 
October-September), a severe drought in most Mexican growing 
regions caused an estimated 25 percent decrease in overall pro- 
duction of grains and oilseeds from the year-earlier period. 
As a result of the lower production in the 1982/1983 crop year, 
Mexican 1983 agricultural imports from the U.S. were about 67 
percent higher in value than in 1982 although still below 1980 
and 1981 levels. Increased rainfall in the main growing season 
in 1983 should bring about significant increases in Mexican 
agricultural production in the 1983/1984 crop year. Output of 
basic grains and oilseeds may be as much as 20 percent above 
year-earlier levels. 


Livestock production has been severely affected by the economic 
recession and reduced feed supplies during the 1982/1983 crop 
year. The livestock population has decreased significantly as 
reduced consumer income and increased prices have led to lower 
consumption of meat, milk and eggs. 


Employment Falls And Wages Drop In Real Terms: MThe decline in 
economic activity in 1982 and 1983 I 


ed to reduced employment 
and lower real wages. Employment in manufacturing industries 
peaked in July and August, 1981, and has declined since. The 
August 1983 level is 13 percent below the August 1981 level 
while the January-August 1983 level was 8.8 percent below that 
during the same period in 1982. Man-hours worked declined by 
8.0 percent from January-August 1982 to the same period in 
1983. The July 1983 level is 17.8 percent below the peak month. 
of July 1981. The manufacturing sector accounts for roughly 12 
to 13 percent of total employment, and is the only sector for 
which employment data are published on a reasonably current 
basis. Employment is likely to have declined in most other 
sectors of the economy as well, but not necessarily as much as 
in this sector. The construction sector may be an exception. 
With the economically active population growing about 3 percent 
a year, there is little doubt that unemployment has increased 
sharply since the beginning of 1982. This is a major concern 
for the government. By directing public sector spending toward 
labor-intensive activities rather than capital-intensive pro- 
jects, the de la Madrid Administration is attempting to offset 
somewhat the increase in unemployment. Mexico has no unemploy- 
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ment insurance and relatively few benefits for the unemployed. 
The extended family is expected to provide assistance to those 
who lose or cannot find jobs. 


The basic minimum wage increased 25 percent January 1, 1983 and 
in mid-June there was an additional increase of 15.7 percent, 
for an accumulated increase of 44.6 percent. The index of 
salaries in the manufacturing sector for the period January- 
July, 1983, was up 52.5 percent over the same period in 1982. 
Over this same interval, inflation as measured by the Consumer 
Price Index was about 110 percent. 


Inflation Slows And Money Supply Growth Lags_ Inflation: 
According to statistics compiled by the Bank of Mexico, the 


Consumer Price Index increased 98.9 percent from December 1981 
to December 1982 and 80.8 percent from December 1982 to 
December 1983. On an annualized quarter-by-quarter basis in 
1983, inflation decreased markedly from 126 percent for the 
period January-March to 75 percent for April-June and to 59 
percent for July-September. The fourth-quarter rate jumped to 
70 percent. The increase in the quarterly rate results in 
large part from a seasonal increase in December and in sharp 
increases in official prices for gasoline and several basic 
foodstuffs in late October and November. 


Mexico has maintained a relatively stringent monetary policy 
since the advent of the de la Madrid Administration. Money 
supply growth has been far less than inflation over this period 


as noted in the following table. Growth of the monetary base 
and growth of an expanded measure of the money supply, M-3 
prime, (its composition is shown in the following table) were 
well below the inflation rate. M-l growth was less than that 
of the other two aggregates. 


Growth of Monetary Aggregates and Inflation 
Jan-Sept 1982 - Jan-Sept 1983 
Inflation (CPI) 108.7 
Monetary Base 62.4 
M-l (Currency plus checking deposits) $2.4 
M-3 Prime (M-l plus Treasury bills 78.6 
commercial paper, bankers acceptances, 


and time deposits with maturities of one 
month or less) 
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There are several possible explanations for the divergence 
between the inflation rate and the slower increase in various 
monetary aggregates. One is the very sharp devaluation of the 
peso during 1982, reducing its dollar value by 82 percent or, 
the obverse, increasing the cost of a dollar by 466 percent. 
The increased peso price of imported goods put significant 
pressure on domestic prices. Also, price increases for some 
items provided by the government, notably gasoline, exceeded 
increases in the money supply and in the overall CPI. 


The reduction in the rate of increase of monetary aggregates 
reflects the decline in the public sector budget deficit. 
Also, private sector demand for credit has been limited by high 
positive real interest rates for peso credit. The stock of 
commercial bank credit outstanding to the private sector 
declined in real terms over the course of 1983. During that 
year, the inflation rate declined while the average cost of 
bank credit went up through June to 100.5 percent and then 
eased slightly to 96.0 percent in September. 


The government has begun to indemnify the shareholders of the 
commercial banks that were nationalized on September 1, 1982. 
The number of banks has been reduced slightly, but otherwise 
the banking system is functioning in a manner similar to that 
prior to nationalization. The banks' staffs are largely 
unchanged, except for the chief executive officers who are 
appointed by the government. The government has stated its 
intention to divest the shares in non-banking activities it 
acquired by the bank nationalization. This process had not 
begun by end-1983. 


Current Account Of The Balance Of Payments In Surplus As 
Imports Drop Sharply: The adjustment in Mexico's external 
accounts in 1983 was dramatic. This is due in large part to 
the sharp devaluations in 1982 with government measures to con- 
trol aggregate demand another important factor. The current 
account for the first nine months of 1983 was in surplus by 
$3.5 billion. The swing from a current account deficit to a 
surplus resulted from the substantial decrease in current 
account expenditures (down 31 percent from January-September 
1982 to the same period in 1983). Virtually all categories of 
Current account expenditures declined from the same period in 
the previous year with interest payments (up 3.1 percent) a 
major exception. The 60 percent decline in the dollar value of 
merchandise imports is the most dramatic statistic. 


The government pursued a restrictive import licensing policy in 
the first several months of 1983, but this policy has since 
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been relaxed. Still, demand for merchandise imports remains 
very low. This reflects the drop in domestic aggregate demand 
for the most part. Other contributing factors include the high 
peso cost of imports compared to pre-devaluation levels, the 
reluctance by Mexican business to take on dollar-denominated 
liabilities as well as the high cost of peso credit. Most 
imports remain subject to permits issued by the government. 
Current account receipts in the first three quarters of 1983 
were 1.7 percent below those of the first nine months of 1982. 
The largest declines in current account receipts were in the 
categories of investment income (-26.9 percent), frontier 
transactions (-16.2 percent) and value added by in-bond firms 
(-12.4 percent). While revenue was down in dollar terms, the 
volume of transactions was higher in the last two categories. 
These declines were offset to some degree by a 3.1 percent 
increase in receipts from merchandise exports. Petroleum- 
related exports were up 0.6 percent and non-petroleum 
merchandise exports increased 12.4 percent. 


The capital account of the balance of payments registered a 
negative balance of $1.3 billion in the first three quarters of 
1983. Long-term capital inflows amounted to $900 million, of 
which foreign direct investment inflows accounted for $332 
million (down by $226 million from the year-earlier period). 
Short-term capital flows were a negative $2.2 billion. The 
implicit outflow oof short-term capital may represent a 
reduction of foreign indebtedness and some restoration of 
foreign dollar balances that were drawn down during the 1982 
crisis period. The “errors and omissions" or residual figure 
in the first three quarters of 1983 was positive by $300 
million. In the year-earlier period, this figure was a minus 
$4.1 billion. Unregistered capital flows are supposed to be 
the main factor accounting for changes in this’ residual 
figure. If this is so, then there is basis for saying that 
capital flight was not a serious problem in the first nine 
months of 1983. 


The large current account surplus and adequate external 
financing enabled the Bank of Mexico to increase its inter- 
national reserve assets by $2.6 billion in the first nine 
months of the year. At the end of September, the Bank of 
Mexico's reserves stood at $4.5 billion. 


For the entire year of 1983, the current account should be in 
surplus by over $4 billion. Imports are unlikely to have 
exceeded $8 billion, down some 45 percent from 1982. The Bank 
of Mexico's reserve position should have improved still more, 
but payments of certain arrearages may impact reserve levels. 
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International financial assistance was sought to. provide 
liquidity during the period of extreme shortage of foreign 
exchange in 1982 and to support an Extended Fund Facility 
program with the International Monetary Fund which went into 
effect at the beginning of 1983. The EFF program provides $3.9 
billion over a three-year period with disbursements conditional 
upon quarterly verifications of progress toward adjustment 
goals. Mexico has met these goals to date. 


The de la Madrid Administration has repaid on schedule the 
emergency loans arranged in August, 1982 at the height of the 
liquidity crisis. From the United States, Mexico received a 
one billion dollar prepayment for oil to be delivered to the 
U.S. Strategic Petroleum Reserve. That oil has since been 
supplied. Mexico also received and has since repaid a $1.85 
billion loan organized under the auspices of the Bank for 
Internatonal Settlements; United States monetary authorities 
contributed half of this amount. The Federal Reserve's $700 
million currency swap with the Bank of Mexico was drawn in 
early August, 1982 and subsequently repaid. Also from the 
United States, Mexico received $1.7 billion in Commodity Credit 
Corporation (CCC) loan guarantees for purchases of U.S. 
agricultural goods for the period from October 1, 1982 through 
December 31, 1983. These loans are being repaid on schedule. 
The Eximbank has maintained an active lending program to Mexico. 


Mexico's external debt exceeded $80 billion at the time of the 
extreme liquidity crisis in August, 1982. As of end-June, 


1983, the public sector external debt was about $60 billion. 
The former private banks' external debt was about $8 billion, 
and the private sector external debt is estimated to have been 
between $14 and $18 billion. 


By the end of 1983, the Government of Mexico had reached 
agreements to reschedule $23 billion of public sector short and 
medium term debt owed to foreign commercial banks that falls 
due between August 1982 and December 1984. This restructuring 
involves some 530 banks throughout the world. The rescheduled 
loans call for a four-year grace period followed by a four-year 
amortization period. Interest rates for the rescheduled loans 
will be 1 7/8 percent over LIBOR or 1 3/4 percent over the U.S. 
prime rate at the option of the banks. 


Private sector external debt of $11.6 billion was registered 
with FICORCA by the October 25 ending date under the so-called 
April 6 programs. FICORCA is a Spanish acronym for the trust 
fund for the coverage of exchange risks. The April 6 schemes 
were designed to enable private companies to renegotiate their 
external debts out to eight years with a three to four-year 
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grace period. The Mexican debtors can obtain from FICORCA a 
peso loan equal to the amount of their foreign debt. This pro- 
vides protection for the companies against exchange rate 
fluctuations, but the interest rate on the peso loan is 
adjusted monthly. This rate is the arithmetic average of the 3 
and 6 month time deposit rates that the Bank of Mexico 
authorizes commercial banks to pay. Fluctuations in peso 
interest rates may, but not necessarily will, reflect changes 
in exchange rates. FICORCA stopped accepting additional 
reschedulings of loans owed to foreign commercial banks on 
October 25. This left an additional several million dollars of 
private sector debt outside FICORCA, including that debt owed 
to or guaranteed by the U.S. Export-Import Bank. The manage- 
ment of such debts is the subject of ongoing negotiations. 


In addition to the April 6 FICORCA plans, there are several 
FICORCA schemes for the payment of debts owed to foreign 
suppliers. These schemes provide for Mexican debtors to make 
deposits with commercial banks which are acting as agents for 
FICORCA. The deposits are against debts owed to foreign 
suppliers when such debts have been registered at the Commerce 
Secretariat. The deposits are made in pesos and are then 
denominated in dollars at the controlled exchange rate. Three 
plans to transfer dollars to foreign suppliers from the peso 
deposits received from the debtors have been announced. On 
July 18, FICORCA announced that peso deposits paid in prior to 
that date against suppliers credits maturing before June 30, 
1983, would be paid in two equal installments on September 7, 
1983 and March 7, 1984. Under the second payment plan, peso 
deposits made from August 3 through October 31, 1983 will be 
transferred to foreign suppliers in foreign exchange in March 
1984. Under the third plan, announced November 21, deposits 
made from November 1, 1983 through January 13, 1984 will be 
transferred to the supplier on the fifth business day of March 
1984. 


Shortly after its inauguration, the de la Madrid Administration 
dismantled the complete exchange controls introduced by the 
Lopez Portillo Administration in September 1982. The new 
administration installed a dual exchange rate system which 
consisted of a "free" rate and a "controlled" rate. 


The controlled rate was set at 95 pesos per dollar on 
December 20, 1982. Since then the peso cost of a dollar has 
increased 13 centavos per day. The "free" rate remained at 
around 148 pesos per dollar from December, 1982, until 
September 23, 1983. During that interval, the differential 
between the controlled and "free" rate decreased from 52 pesos 
or 54.7 percent to 17.4 pesos or 13.3 percent. 
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On September 23, 1983, the Bank of Mexico announced that the 
peso's value at the "free" rate would begin to fall. Since 
then, the peso cost of a dollar has changed 13 centavos daily, 
the same daily change as in the controlled rate. If the 13 
centavo daily slide, as it is referred to in Mexico, continues 
throughout 1984, the peso cost of a dollar at the controlled 
rate would increase by 33 percent and at the free rate by 30 
percent. 


The “free" exchange market is run by Mexican commercial banks 
under the guidance of the Bank of Mexico. Dollar sales by the 
commercial banks are informally rationed. This has led to a 
third (and legal) exchange market where the dollar trades at a 
rate above the "free" market quotation. This rate tends to 
fluctuate. Quotations are not always easy to obtain. 


OUTLOOK FOR 1984 AND IMPLICATIONS FOR THE UNITED STATES 


Mexican Government to Strive for Positive Growth Rate While 
Continuing Program to Reorder the economy: The Mexican govern- 
ment's economic strategy or 984 calls for maintenance of 
employment levels and a very modest economic recovery (1 per- 
cent GDP growth) while reducing inflation over the course of 
the year. The current year is considered by the Mexican 
government to be the second stage of the “economic reordering" 
and a transition year to a complete recovery. During 1984, 


further structural reforms necessary to lay the basis for 
recovery in 1985 will be implemented. 


Government  Expeditures to Remain Constant But _ Investment 
Outlays to Increase: e theme o the 984 budget is to 
"Maintain production capability and employment while reducing 
inflation". Current spending and capital spending, i.e., total 
budget outlays less debt servicing costs, will increase 49 per- 
cent in nominal terms and will decrease slightly in real terms, 
assuming a 50 percent year to year price deflator. Fundamental 
social programs such as education, health, and social security 
will retain their high priority status. 


Public investment will increase by 55 percent in nominal terms, 
or about 5 percent in real terms. Investment in labor- 
intensive areas will receive priority in order to achieve the 
employment objective. The sectors in which increases’ in 
investment will be greatest include transportation, 
communications, education, and rural development. The plan to 
increase investment in real terms reflects the primary 
difference between the 1983 budget and the 1984 budget, that 
is, the primary challenge for 1984 is in the “difficult 
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equilibrium between maintaining the struggle against inflation 
and recovering the capacity for economic growth". 


A new item in the federal government's 1984 budget is the 
special reserve fund of one percent (or 277 billion pesos) of 
the estimated gross domestic product for 1984. This fund will 
be used at the President's discretion to stimulate job-creation 
and investment if the economic performance in the first half of 
1984 is not as strong as expected and if "there exist untapped 
resources to finance this expense without generating 
inflationary pressures". With this reserve fund, the Mexican 
government would seek to "support the delicate balance between 
the central goal of fighting inflation and the necessity of 
avoiding economic recession". If this fund is expended, the 
public sector financial deficit could increase from 5.5 percent 
of GDP to 6.5 percent of GDP, or from 1.5 trillion pesos to 1.8 
trillion pesos. 


Public sector revenue is expected to increase in real terms but 
this will not be achieved by raising tax rates. Instead, the 
tax base will be widened and prices of government-produced 
goods and services increased. The prices of goods consumed 
primarily by higher-income earners such as gasoline will be 
increased more than prices of basic commodities such as 
tortillas. In addition, tax revenue is expected to rise as a 
normal function of economic growth in the moderate recovery. 


Reliance upon public-sector spending to maintain or stimulate 
economic activity results partly because in recent Mexican 
history, private investment has lagged public investment. In 
addition, the financial situation of many private’ sector 
companies will not permit higher investment spending in 1984 
than in the current year. Excess capacity is the usual 
circumstance in most industrial sectors at the present time. 


Monetary Policy to be Consistent With 40 Percent Inflation 
eegeeeeee A public sector financial deficit in the range of 
-> to 1.8 trillion pesos could be financed with an increase of 
the monetary base in a range of 30 to 35 percent. Part of the 
deficit, 670 billion pesos or $4 billion at an average con- 
trolled exchange rate of 167.5 pesos per dollar, will be 
financed externally. The balance will come from domestic 
sources. The range in the growth rate of the monetary base 
noted above assumes that the bulk of the domestic financing of 
the public sector would come from the Bank of Mexico, the 
central bank. This rate also assumes the Bank of Mexico's net 
international reserves will increase roughly $2 billion. 
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With this as a basis, Mexican government economists believe 
that the increase in the Consumer Price Index can be held to 
about 40 percent over the course of 1984, on a December- 
to-December basis or 50 percent on ae =~year-to-year basis. 
Exchange rate and interest rate policies are being designed 
with this assumption. The controlled exchange rate for the 
peso is expected to increase 33 percent during the year. This 
is roughly the difference between the forecast inflation rates 
in the United States and Mexico, and would, therefore, prevent 


any significant change in the relative purchasing power of the 
peso during 1984. 


Interest rate policy is linked to exchange rate policy and 
inflation goals. To retain deposits in pesos in Mexican banks 
and to discourage the transfer of financial assets to other 
countries, Mexican bank deposit interest rates must equal an 
estimated rate of increase in the peso cost of a dollar (30 
percent for the "free" rate and 33 percent for the controlled 
rate in 1984) plus a comparable yield on a dollar instrument 
plus a premium for savings in pesos. With this line of 
reasoning bank deposit interest rates are unlikely to fall 
below 45 percent during 1984. Current peso deposit rates, 
about 57 percent, offer a substantial premium to the saver who 
has confidence in the government's economic strategy. 


Wage policy will probably be linked to inflation targets. The 
government has stated its desire to protect the real income of 
Mexican workers during 1984. On December 29, 1983, the Mexican 
government announced an increase of 30.4 percent in the minimum 
wage effective January 1, 1984. It left open the possibility 
of a further increase around mid-year. The minimum wage, while 
not representative of all income in Mexico, tends to set a 
precedent for other wage negotiations. 


Mexico's External Position Should Remain Strong; Multiple 
Exchange Rate System Wi Stay In Place: Mexico's large 1983 
trade surplus and current account surplus, expected to exceed 
$13 billion and $4 billion, respectively, will decrease in 
1984, but should remain positive. 


Imports should recover in 1984 from the estimated 1983 low of 
$8 billion, but will remain below the 1982 figure of $14 
billion, not to mention the peak import level of $24 billion 
attained in 1981. Non-petroleum exports should continue their 
strong growth. Crude oil exports are expected to remain close 
to the 1.5 million barrels per day figure of 1983, and the 
Mexican government is assuming that end-1983 prices will hold 
through 1984. The balance on all other services should remain 
positive. Interest payments in 1984 will be around $11 
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billion. Assuming the above, the current account will run a 
surplus of one to two biliion dollars. 


In spite of the rescheduling of the public sector's 1984 debt 
maturities to foreign commercial banks, the Mexican government 
will have significant obligations on capital account, including 
arrears that remain to be liquidated. In addition, the Mexican 
government wants a further increase in the Bank of Mexico's 
international reserves. For these reasons, the government is 
putting together a financing package that will include $3.8 
billion from commercial banks plus additional borrowings from 
the IMF, the World Bank, the Inter-American Development Bank, 
and the official credit agencies of other countries. In the 
case of the United States, these will only involve’ the 
Export-Import Bank and the Commodity Credit Corporation. The 
financing should be adequate to permit Mexican government 
officials to pursue a reasonably liberal policy toward 
imports. That is, demand for imports is likely to _ be 
restrained more by the continued low level of domestic economic 
activity than by the lack of foreign exchange or financing 
facilities. 


Government officials have stated that Mexico will continue to 
maintain a multiple exchange rate system throughout 1984. The 
budget presentation implies that the peso at the controlled 
exchange rate will continue to decline at the current rate of 
14 centavos daily. This equates to a 33 percent increase in 
the "controlled" peso dollar rate. Should the "free" rate con- 
tinue to depreciate 13 centavos daily, the peso cost of a 
dollar would increase 30 percent in 1984. 


The Mexican government has put together an internally con- 
sistent economic strategy for 1984. The key to its success 
will be implementation of the budget policy and, more 
specifically, holding the public sector financial deficit to 
the targeted level. In addition, the de la Madrid 
Administration has to convince a skeptical public that it can 
continue to meet its economic policy objectives. 


Foreign Investment Regulations Still Unchanged: Mexico's 1973 
Foreign Investment Law continues to provide the framework for 
the Government to evaluate proposals for foreign direct invest- 
ment. Foreign participation in the Mexican economy is welcomed 
in the context of this law. The de la Madrid Administration 
appears more willing than the preceeding administration to 
grant exceptions to the general rule that foreign equity be 
limited to 49 percent of total equity, but has decided that no 
change in the law itself is necessary. Many investors remain 
concerned over the operating conditions they will encounter 
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once established in Mexico such as controlled prices in the 
face of rapidly rising prices of factor inputs, long-term 
exchange rate policy, access to peso credit, export and local 
content requirements, protection of technology, and_ the 
Government's general attitude towards the private sector. 


Opportunities For U.S. Business Are Reduced: Mexico is going 
through a difficult adjustment period. One result of this 


adjustment has been a reduction in aggregate demand. 
Hopefully, this part of the adjustment process is over and 
Mexico will be able to increase the volume of imports. 


Although the United States has held on to its traditional share 
of Mexico's imports (in the vicinity of 65 percent), the more 
than 36 percent drop in U.S. exports to Mexico from 1981 to 
1982 produced our fourth largest bilateral trade deficit in the 
latter year, amounting to over $3.7 billion. This deficit has 
increased in 1983, reaching $5.1 billion for the first nine 
months of the year. 


Even a modest recovery would spark interest in a variety of 
product lines. Products for priority attention would include 
equipment for the agriculture sector, replacement parts for 
automobiles and other industrial machinery, navigational equip- 
ment for the fishing industry, electronic components’ and 
testing equipment not manufactured in Mexico, and pollution 
monitoring and control equipment. The Commercial Section of 
the U.S. Embassy in Mexico advises U.S. suppliers to maintain a 
presence in the Mexican marketplace--albeit in some cases this 
may have to be low profile--to be in a position to profit in 
the event of an anticipated gradual recovery in the economy. 


The U.S. Department of Commerce offers a full range of 
commercial services in Mexico through the Commercial Section of 
the Embassy and the staff of the U.S. Trade Center. The Center 
houses excellent exhibition facilities in Mexico City. The 
U.S. Department of Agriculture offers similar services through 
the Embassy's Office of the Agricultural Counselor. 


Exhibitions to be held at the Trade Center during 1984 include 
the following: Telecommunications Equipment, February 14-17; 
Travel Exhibition, February 28-29; Graphic Arts Equipment, 
March 13-16; Pollution Control Equipment, April 3-5; Computer 
Equipment, Peripherals and Software, May 15-18; Automotive 
Maintenance and Service Equipment, June 12-14; Food Processing 
and Packaging Equipment, August 28-31; Hospital Management 
Seminar, September 24-26; Analytical and Scientific Equipment, 
October 2-4; and Exhibition for Firms Seeking Representation in 
Mexico, December 3-5. 
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